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FAC Forecast is a Component of “Big 3”
General Fund Revenue Consensus Estimate

JLBC
25%

UA - Low
25%

UA - Base
25%FAC 

Consensus
25%

Big 3 forecast equally 
weights:

• FAC  average
• UofA model - base
• UofA model - low
• JLBC staff forecast
• Remaining revenues (6% of 

total) are Staff forecast
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Setting the Context for the FY 06 and FY 07 Estimates -
FY 2005 General Fund Revenue Growth of

19.0% Was the Largest in 30 Years

• Sales Tax = 11.1%
• Individual Income 

Tax = 21.6% (adj. for 
withholding)

• Corporate Income 
Tax = 42.1%

• April 2005 biggest 
collection month ever

• ’05 percent growth 
largest in 30 years
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FY 2006 Revenues Have Maintained Pace 
of the Last Quarter of FY 2005

-- But Difficult to Sustain

• 5-month YTD revenues are up 18.4%.
• Easier to post bigger gains in the first 

half of FY 2006 since the first half of 
FY 2005 wasn’t growing as fast as the 
second half.

• Second half of FY 2006 should show 
somewhat slower growth.
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FY 2006 Sales Tax Collections To Date are 
Strong Across All Major Categories
- Overall Growth is 17.1% (Through October)
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Sales Tax Growth Rate
Consensus Forecast of

11.0% Growth in ’06 and 6.3% in ‘07

• ‘06 YTD rate = 17.1%
• ‘06 consensus = 11.0%
• ‘07 consensus = 6.3%
• Forecast generally strong, 

but double-digit growth in 
‘05 relied primarily on 
construction.
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Winter Holiday Sales are
Expected to be Strong

• Winter holiday sales account for 20% of total 
annual retail industry sales.

• After an initial projection of 5% growth, the 
National Retail Federation now estimates 
holiday sales will increase 6% over last year.
– Reflects strong early season sales, which were 

spurred by lower gas prices and retailer discounts.

• Internet sales, which may not result in a tax 
being collected, have seen some of the strongest 
gains.
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Recent Trends in the Auto Industry
May Impact Sales Collections

• Auto sales account for approximately one-third 
of retail sales.

• In the last 3 months, total US auto sales have 
decreased 4.5% from the same time last year.

• Due to higher fuel costs, truck sales (including 
SUV’s) currently represent 53.5% of the US 
auto market, a 3% decrease from a year ago.

• In addition to fuel costs, rising interest rates 
could affect sales.
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Corporate Income Tax Growth Rate
Consensus Forecast of

19.5% Growth in ’06 and 8.3% in ‘07

• ‘06 YTD rate = 28.2%

• ‘06 consensus = 19.5%

• ‘07 consensus = 8.3%
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Corporate Income Tax Collections
Have Continued to Grow Rapidly
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FY 2006 Corporate Income Tax
Collections Continue to Climb

• FY 2006 net revenue increased 28.2%  for the 
year to date through November.  

• Corporations reported strong profits across the 
board, with especially good results in home 
building, financial services, technology and 
natural resources.

• Companies doing business in the state continue 
to benefit from the unusually rapid growth of 
the regional economy.
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• The U.S. Blue Chip forecast panel predicts 
corporate profits will increase by 16.6% in 
2005 and 7.1% in 2006.

• Global Insight, the forecasting firm, projects 
U.S. corporate profits will increase by 4.1% in 
2006 before dipping (1.2)% in 2007. 

• Rising tax liabilities may induce corporate 
taxpayers to claim credits carried forward from 
prior years.

• State tax legislation passed in 2005 will affect 
corporate revenue in FY 2007 and FY 2008.    

Key Issues for 
Corporate Income Tax Revenue
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• Much of the corporate sector’s profitability has 
been driven by the interest rate-sensitive 
housing and financial industries.  Interest rates 
have been rising and may keep climbing.

• Recent surveys have reported that consumer 
confidence in the state is steady, but the UA’s
Business Leaders Confidence Index has 
dropped (16.5)% from a year ago.

• Price inflation flared up this year and is taking 
a toll in the form of rising business costs, 
which could reduce profit margins.

Key Issues for 
Corporate Income Tax Revenue (cont.)
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Individual Income Tax Growth Rate
Consensus Forecast of

14.2% Growth in ’06 and 8.1% in ‘07

• ‘06 YTD rate = 15.9%*

• ‘06 consensus = 14.2% 

• ‘07 consensus = 8.1%
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Rapid Housing Price Inflation Has 
Increased Income Tax Collections

• Greater Phoenix median resale price is currently 
42% above last year.

• Real estate related earnings may have added an 
estimated $150 million to FY05 individual income 
tax collections.

• Although the real estate market has cooled in 
recent months, the cumulative increase for CY 05 
in terms of both price and volume is large enough 
to significantly impact tax collections in April ‘06. 
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While ’04 Was Good for Real Estate, ’05 Even Better
- Median Resale Price Up By 19% in ‘04

- Median Resale Price Will Increase By About 40% in ‘05
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Rising Home Prices Will Also Affect
Assessed Property Valuation Growth  

• Under the state's K-12 funding formula, assessed valuation 
growth determines how much of the increased ADE cost is 
funded by local school property taxes.

• FY 2007 residential property values are based on 
assessments as of January 1, 2005.

• Due to a two-year residential valuation freeze, Maricopa’s 
FY 2007 values reflect assessments as of January 1, 2004.

• Increase in housing prices during CY 2005 will not be 
reflected on the property tax rolls until FY 2008 at the 
earliest.
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40% Housing Appreciation Rate Will Not Result 
In Comparable Property Value Growth

• Residential property represents only about 50% of the 
assessed value on the tax rolls.

• Other types of real property, such as commercial and 
industrial property, have not grown as rapidly.

• Personal property, which represents about 13% of taxable 
value, typically depreciates.

• Median sales price is not a perfect measure of housing 
appreciation.  An index based on repeat-sales or sales price 
per square foot would likely show a lower appreciation rate.

• Under the Arizona Constitution, real property appreciation is 
limited to 10% annually for primary property tax purposes.
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Summary of Big 3 Revenues --
Likely to Grow by 13% in FY 2006

• 4-sector consensus forecast predicts 13.1% 
FY 06 growth for Big 3 revenue categories --
would require 9.1% growth in remaining 7 
months to reach this forecast.

• JLBC Staff projects 13.6% Big 3 growth in 
FY 06 -- requires 9.8% growth in remaining 
months.

• Above does not include smaller revenue 
categories, which will reduce total growth 
rate slightly.
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Consensus Forecasts a “Big 3” Growth 
Rate of 7.2% in FY 2007, with Further 

Moderation through FY 2009
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FY 2006 FY 2007 FY 2008 FY 2009

Sales Tax
JLBC Forecast (12/05) 13.5% 7.2% 6.0% 6.0%
UA - Low (11/05 revision) 8.9% 4.2% 3.0% 4.3%
UA - Base (11/05 revision) 9.3% 6.0% 5.2% 5.8%
FAC (12/19/05 Survey) 12.2% 7.8% 5.8% 6.6%

Average: 11.0% 6.3% 5.0% 5.7%

Individual Income Tax
JLBC Forecast (12/05) 13.1% 7.5% 7.0% 7.0%
UA - Low (11/05 revision) 15.3% 7.0% 4.8% 6.5%
UA - Base (11/05 revision) 14.4% 8.5% 7.8% 8.4%
FAC (12/19/05 Survey) 14.1% 9.2% 6.8% 8.1%

Average: 14.2% 8.1% 6.6% 7.5%

Corporate Income Tax
JLBC Forecast (12/05) 15.8% 8.1% 6.4% 3.0%
UA - Low (11/05 revision) 19.8% 1.7% -10.1% -6.4%
UA - Base (11/05 revision) 25.7% 15.0% 3.7% 0.9%
FAC (12/19/05 Survey) 16.6% 8.2% 4.3% 6.0%

Average: 19.5% 8.3% 1.1% 0.9%

Overall Weighted Average: 13.1% 7.2% 5.2% 6.0%

FY 2006 – FY 2009 Quartile Forecast Worksheet


